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CIMA F3 Financial Strategy Sample Questions (Q198-Q203):

NEW QUESTION # 198
A national rail operating company has made an offer to acquire a smaller competitor.
Which of the following pieces of information would be of most concern to the competition authorities?

A. The board informed a major institutional shareholder about the proposed acquisition before informing other shareholders.
B. After the acquisition, the board proposes to increase prices on some routes not serviced by other rail operators.

C. After the acquisition, the board proposes to withdraw some of the less profitable services.

D. The acquisition is likely to result in significant redundancies of staff currently working for the smaller rail operator.

Answer: B

Explanation:
Competition authorities focus on market power and the potential for abuse of a dominant position.
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A is most concerning; raising prices on routes where there are no competing operators suggests the merged entity could exploit
monopoly power.

B, C and D relate more to service rationalisation, disclosure/insider issues, and employment, which are not the core focus of
competition law.

NEW QUESTION # 199

Using the CAPM, the expected return for a company is 10%. The market return is 7% and the risk free rate is
1%.

What does the beta factor used in this calculation indicate about the risk of the company?

A. It has greater risk than the average market risk.
B. It has lower risk than the average market risk.
C. It is not possible to tell from CAPM.

D. It has the same risk as the average market risk.

Answer: A

NEW QUESTION # 200

Company C has received an unwelcome takeover bid from Company P.

Company P is approximately twice the size of Company C based on market capitalisation.

Although the two companies have some common business interests, the main aim of the bid is diversification for Company P.
The offer from Conpany P is a share exchange of 2 shares in Company P for 3 shares in Company C.

There is a cash alternative of $5.50 for each Company C share.

Company C has substantial cash balances which the directors were planning to use to flnd an acquisition.

These plans have not been announced to the market.

The following share price information is relevant. All prices are in $.

Which of'the following would be the most appropriate action by Company C's directors following receipt of this hostile bid?

A. Change the Articles of Association to increase the percentage of shareholder votes required to approve a takeover.
B. Pay a one-off special dividend.

C. Wirite to shareholders explaining fully why the company's share price is undervalued.

D. Refer the bid to the country's competition authorities.

Answer: C

Explanation:

The bid is hostile and partly for diversification. Directors' primary duty is to shareholders: they should explain why they believe the
company is undervalued (e.g. unannounced plans and cash). Changing articles or using defensive payouts is poor governance;
competition concerns are unlikely to be central here.

NEW QUESTION # 201

Company R is a well-established, unlisted, road freight company.

In recent years R has come under pressure to improve its customer service and has had some cusses in doing this However, the cost
of improved service levels has resulted In it marketing small losses in its latest financial year. This is the forest time R has not been
profitable.

R uses a' residual divided policy ad has paid dividends twice in the last 10 years.

Which of the following methods would be most appropriate for valuating R?

e A. The divided valuation mode.

e B. The earings yield method, adjusting the earings yield of a listed company downloads to reflect R's unlisted status.

e (. Valuing the tangible assets and intangible assets of R.D. The P/E method, adjusting the P/E of a listed company
downwards to reflect R's unlisted status.

Answer: C

NEW QUESTION # 202



The International Integrated Reporting Council (IIRC) was formed in August 2010 and brings together a cross-section of
representatives froma wide variety of business sectors.
The primary purpose of the [IRC's framework is to help enable an organsation to commumnicate how it:

A. ensures that the conflicting needs of different stakeholder groups are met in an optimal manner.
B. creates value in the short, medium and long term.

C. mnimises the environmental impact of its business processes.

D. contributes positively to the economic well being of the environment in which it operates.

Answer: B

NEW QUESTION # 203
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